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POLITICAL ECONOMY AND THE LABOR 
QUESTION. 

BY J. H. HOLLANDER, PROFESSOR OF FINANCE IN JOHNS HOPKINS 

UNIVERSITY. 



Some twenty-three years ago, Arnold Toynbee — that beautiful 
soul among the social reformers of the nineteenth century — stood 
before an audience of working-men, in Bradford, England, and 
endeavored, as he said, " to dispel some of those prejudices which 
working-men in the past have entertained, and still, to some ex- 
tent, entertain, towards Economic Science." He took for his sub- 
ject the topic "Wages and Natural Law," and pointed out the 
natural forces which influence the position of the wage-earner for 
better or for worse. He must have spoken for an hour or more, 
but his last words have all the earnestness and pathos of a prayer: 

" In conclusion, I would entreat working-men to believe that Political 
Economy is no longer an instrument for the aggrandizement of the rich 
and the impoverishment of the poor; that, in as far as it is a science at 
all, it endeavors to explain the laws by which wealth is produced and 
distributed by men, as they are at present constituted under the exist- 
ing institutions of society; that, as a theoretical science, it pronounces 
no judgment on these laws, nor on the conduct of laborers and em- 
ployers; but that, as a practical science, it does frame precepts, not in 
the interests of the employers alone, but in the interests of the whole 
people." 

Toynbee's words are valuable as evidence of the unwholesome 
relation which existed between political economy and the laboring 
class for the first three-quarters of last century. With the wage- 
earner, it was hatred of economic science and distrust of its ex- 
ponents. With the political economist, it was discredit of labor- 
organization theory and opposition to trades-union practice. 

The evolution of this attitude of mutual antagonism is a de- 
pressing chapter in the internal history of political economy from 
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Adam Smith to John Stuart Mill. The science which Pulteney, 
in 1797, in the House of Commons, was able to declare would, 
through its chief expositor, " persuade the present generation and 
govern the next," and whose growth in popularity was such that, 
in 1822, Maria Bdgeworth could note that it had become high 
fashion with blue ladies " to make a great jabbering on the sub- 
ject," and even to require that their daughters' governesses should 
teach it — had become, a generation later, " the dismal science " 
and " the creed of mammonism." 

More than in any other single circumstance, the clue to this 
extraordinary revulsion of feeling is found in the development of 
English economic thought with respect to the central point of 
the labor question — the law of wages. 

In as far as Adam Smith had any scientific predecessor, it was 
the school of French economists, or physiocrats, of the latter half 
of the eighteenth century. Their theory of wages was a reflection 
of the condition of the French laborer on the eve of the French 
Kevolution. Turgot wrote : 

" In every kind of work it cannot fail to happen, and, as a matter of 
fact it does happen, that the wages of the workmen are limited to what 
is necessary to procure him his subsistence." 

But in England actual wages were much more above what was 
necessary to keep body and soul together than in France. Ac- 
cordingly, Adam Smith, with a mind always intent upon actual 
conditions, promptly abandoned the theory that wages are limited 
to a necessary minimum. He saw that, before the industrial use 
of land and capital, " the produce of labor constitutes the natural 
recompense or wages of labor"; that, thereafter, "wages are 
settled by a bargain between masters and men " ; that, in bargain- 
ing, the masters possessed certain strategic advantages, but that 
the increasing demand for labor which characterizes a progressive 
society causes wages to rise. Adam Smith's study of the wages 
question, although not without error, was a forward movement. 

But the economists who succeeded Adam Smith — the Ricard- 
ians — were of very different stamp. Men of affairs, though many 
of them were, yet their reasoning was more abstract, more neg- 
lectful of actual conditions, than the Scotch philosopher's. 
Under any circumstances, this disregard of actual conditions 
would have been bad. But the time in which it occurred being a 
time of radical change, the effect was calamitous. 
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Adam Smith wrote, as has so often been noted, on the eve of 
the great industrial revolution in English economic life. There 
were symptoms of approaching change; but the type of industry 
was still a little group of hand-workers under the direction of a 
successful industrialist, working with a little capital and simple 
appliances. But in a generation came a change that was magical. 
Tools were replaced by machines. Manual force gave way to 
motive power. The domestic system decayed, and factories and 
mills sprang up. Capital took on a new importance. Instead of 
being a mere convenience and an aid to production, it became an 
indispensable requisite of production. It no longer meant simple 
tools and raw materials only a few days removed from market and 
sale ; but great factories and costly machinery and round-about — 
although in the long run economical — processes, in which a long 
interval elapsed between the purchase of the materials and the 
sale of the finished product. Labor seemed to have become de- 
pendent upon capital, not for greater efficiency, but for bare exer- 
cise and for actual employment. 

This qualitative subordination naturally enough gave encour- 
agement to a theory of quantitative relation. If the existence of 
capital to pay wages was necessary for the employment of labor, 
it was but a step to declare that the number of persons who could 
be employed depended upon the amount of capital ; or that, at any 
given time, the rate of wages that could be paid to the persons 
actually employed depended upon the fund of capital. 

Such was the natural history of the well-known wage-fund 
theory, to which English political economists, with but few ex- 
ceptions, lent willing ear for the fifty years from 1817 to 1866, 
and which practically dominated English socio-economic practice 
during the same period. It naturally reduced the question of 
wages to a. sum in division, in which the number of laborers was 
the divisor, the amount of capital was the dividend and the rate 
of wages was the quotient. Wages could rise only by a slower 
rate of increase or a positive reduction in the number of laborers, 
or by a more rapid growth, absolutely and relatively, in the fund 
of capital. 

It is easy to realize the unhappy corollaries inevitably drawn 
from the wage-fund theory. It meant that the laborer could 
secure none of the benefits of social progress and economic im- 
provement; even more, that he could hope to obtain none of the 
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results of his own increased efficiency, greater dexterity and larger 
intelligence, except as they slowly filtered down to him through 
his sum in long division. It regarded trades unions as useless, 
strikes as mischievous, and legislative enactment, in so far as it 
sought to improve the conditions of employment, as visionary. 
None of these things either reduced the number of laborers or 
increased the wage-fund. The only possible way for wages to 
grow was for the laborer to exercise prudence and restraint in the 
increase of his numbers and thereafter to sit still and be good; 
in which case the profits of the capitalist-employer would increase, 
a part thereof would be saved and added to the wage-fund, and 
the laborer thus ultimately benefited. 

By 1850, the mischief had been done. Since the political econo- 
mist at every turn and corner seemed ever to be against the work- 
ing-man, the working-man would have none of the political 
economist. Political radicalism and socialistic agitation intensi- 
fied the antipathy; until, to the laboring class, economic theories 
seemed mere devices of capitalistic exploitation. 

The wage-fund theory held sway in English political economy, 
with at best inarticulate and unavailing dissent, for the two 
generations following Eieardo. A reaction was inevitable, and 
in the decade from 1866 to 1875 it came. Longe's formal indict- 
ment in 1866 was followed by Cliffe-Leslie's criticism in 1868, by 
Thornton's attack in 1869, and by Mill's ponderous recantation in 
the same year. Whatever new life was given by " patched and re- 
vamped" versions thereafter, was formally extinguished by the 
powerful assault of our own brilliant soldier-economist, the late 
Francis A. Walker — first, in a remarkable essay on " The Wage 
Fund Theory," in the North American Eeview, in January, 
1875 ; a year later, with convincing detail in a treatise on " The 
Wages Question." 

The noteworthy circumstance in this reaction is that, just as 
the Eicardian economists went astray by a neglect of that whole- 
some method of economic investigation employed by Adam Smith, 
so a healthy tendency again emerged when careful observation 
displaced mere assumption in economic study. General Walker 
was too familiar with the actual facts of American industrial life 
to assent for a moment to the corollaries of the wage-fund. What 
he did, therefore, was first to overthrow the theoretical basis of 
the wage-fund theory, and then to describe the status of the labor- 
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ing class in economic production and distribution, as revealed by 
careful observation of positive conditions. 

The service which he rendered to the study of the labor question 
was thus one of method even more than of content. The so-called 
residual theory of wages, with which his name is associated, was 
naturally enough a tremendous advance over the wage-fund 
theory. Yet after all, the range of observation upon which that 
theory was based was limited, and the spirit of reaction in which 
it was formulated was so dominant that it never attained the status 
of an evident, admitted law. But, on the other hand, the method 
employed by General Walker in the study of the labor question 
has been an enduring contribution to economic science. During 
the twenty-five years or more that have elapsed since he first wrote, 
political economists have been studying the position of the laborer 
in the economic world, not by incidental, indirect deduction from 
assumed premises, but as a deliberate inquiry based upon, or tested 
by, actual concrete details. 

The attitude of political economy to the labor question might, 
therefore, be stated as follows: Those industrial acts which we 
group together under the term, "the labor question," form an 
organically related and vitally important part of the general field 
of economic activities. Any study of those economic activities — 
and this is the scope of political economy — must give prominent 
place to the study of the labor question. And such study, to be 
adequate and successful, must be based upon positive conditions, 
and not upon theoretical abstractions. 

In the light of this revolution in attitude and in method, the 

question that now presents itself is, What should be the future 

relation of the labor question to political economy? The thesis 

that I should like to maintain here is, that the political economist, 

. by virtue of his purpose and his method, may be expected to attain 

.the largest and most intelligent grasp of the many-sided aspects 

■ of the labor question, and that he should be regarded by the 

working-man, as by the capitalist and employer, as the person best 

qualified to express an authoritative opinion upon any phase of the 

question, be it theoretical or practical. 

The association of political economy and the labor question in 
such intimacy will be regarded by varying judgment as either a 
paradox or a programme. To the first class of thinking there 
seems as little warrant for the relation as for conjoining snakes 
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with Ireland. Of all the mischievous phases of that heresy of 
heresies, "the scholar in politics," this dabbling of a book- 
worm in matter of work-a-day concern is deemed the most dan- 
gerous — bad for the political economist, worse for the labor 
question. 

Pressed for a bill of particulars, such sentiment undertakes to 
show that the political economist is primarily a student; that he 
lives in a world of assumption and abstraction; that the con- 
clusions which he reaches are correct only in relation to the con- 
ditions which he assumes, and that these are imaginary, artificial 
and unreal; that he knows nothing of the infinite detail, the 
countless friction, the recurrent disturbance of the world of 
affairs; in short, that he deals with figments and fancies, while the 
issue is with men and things. Within his limited area, he fulfils 
a certain useful function — even though Walter Bagehot did say 
that no English gentleman in his secret soul ever felt really sorry 
at hearing that a political economist had died. If left in quiet to 
spin his intellectual cob-webs, he does no positive harm, and per- 
haps as much good, in developing mental acumen and in sounding 
psychological depths, as many another learned academician. But, 
above all things, let him stick to his last and keep aloof from 
affairs. He may study the structure and functions of trade 
unions ; he may investigate the workings of trade agreements ; he 
may analyze the principles of restricted production ; but he should 
unburden in the class-room and fulminate in the scientific journal. 
When it comes to the world of action, his views are theoretical, his 
proposals are academic, his programme is visionary. 

Against such a mistaken and mischievous conception as this, 
earnest protest cannot be too often voiced. For it, should be 
substituted that truer type of the modern scientist who has ex- 
changed the cloistered seclusion of the mediaeval scholar for a 
lively interest in and an active co-operation with all measures 
that make for the betterment of mankind, and who believes that 
such a course, reasonably pursued, tends to heighten, rather than 
to reduce, his scholarship. 

The rule of action which this involves in the case of the politi- 
cal economist is, that his voice shall be lifted and his counsel 
heard whenever an industrial question becomes a matter of grave 
public concern. In such a question, there is every reason for be- 
lieving that the political economist is, of all men, qualified to 
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speak, and, further, that it is, of all things, desirable that he 
should speak. 

In advocating such a course, the objection is experienced, at the 
very outset, to which reference has already been made, viz., tBat, 
in dealing with the labor question, the political economist is a 
theorist, and consequently that his opinions are of very much less 
value than those of the practical man — the workman himself, the 
capitalist, the employer, the so-called "man of affairs." "It's 
all very well in theory," runs the refrain ; " but it doesn't work in 
practice." Never was there a more complete perversion of the 
real facts of the case. The same thing can not be good in theory 
and not work in practice. The very terms are contradictory. The 
essence of a true theory is that it will work in practice. An un- 
workable theory is a false theory. It is a generalization based 
upon insufficient data. It is an attempt to apply the experience 
derived from limited observation to a wide area, the essential 
features of which are unknown. 

With respect to the labor question, who is it that is likely to 
stumble into this pitfall of inadequate observation and unwarrant- 
ed generalization ? Is it the observer who has made careful study 
of the experience of many communities, at many periods, in deal- 
ing with problems similar to the one at issue; who brings to the 
task a mind trained to distinguish the real from the chance, the 
essence from the accident ; and who applies the lesson of one time 
to the needs of another with all the caution and reserve born of 
historical and comparative study ? Or is it the actual industrial- 
ist whose life as such has been passed in absorbed devotion to a 
limited, almost microscopic range of facts ; who has not been able 
to see the forest because of the abundance of leaves ; who can never 
lift himself out of his own atmosphere ; and whose practical pro- 
posals must be but a reflex of his own limited experience ? It is the 
man of action, not the political economist, who in matters of eco- 
nomic moment is the theorist, in the improper sense of the word; 
not a true theorist, but a would-be theorist. His mere intimacy 
with details makes him no safe guide. We do not turn to the gun- 
maker for a theory of projectiles, nor to the ship-builder for 
methods of navigation. There is nothing in the technique of bank- 
ing which makes the financier a true prophet as to the currency 
needs of the country as a whole. The activities of a captain of 
industry are in themselves no qualification for a safe pronounce- 
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ment upon the usefulness or otherwise of industrial consolidation. 
The manufacturer of a protected industry is, as such, of all per- 
sons, the least capable to give an intelligent verdict upon a na- 
tional tariff policy. If the financier, the entrepreneur, and the 
industrialist succeed, as fortunately they often do, in giving wise, 
sane counsel upon the general questions, with the details of which 
they are concerned, it is not because they are practical men; but 
because they are, to that extent, political economists ; because they 
liave corrected the false perspective of detail by a comprehensive 
survey of aggregates, and have become true theorists. 

Similarly, it may be said — and the statement is made in all 
respect and candor — that the working-man or the employer him- 
self is often least qualified to give wise counsel with respect to 
matters that concern him most closely. The mere fact that he is 
performing these very things, that he is actually working, or di- 
recting, involves no endowment of knowledge. The circumstances 
that blood flows in our veins, and that the food that we eat dis- 
appears, do not acquaint us with the principles of circulation 
or the laws of digestion. Even more, when things are out of joint 
and an industrial conflict is threatened or has occurred, the parties 
to the struggle are by no means the most competent to suggest the 
true, lasting remedy, any more than a person who is sick, or who 
has suffered an injury, or is merely seeking physical betterment, 
can prescribe his own treatment. In such cases human experience 
has made it clear that the best results are obtained by having resort 
to, and following, the advice of him who, in pure spirit and disin- 
terested motive — be he physiologist, physician or political econo- 
mist — has consecrated his life to the search for truth and to its 
application to human affairs. 

Day by day, the dominance of economic forces in the progress 
of the race is becoming more evident. To-morrow, perhaps, we 
shall paraphrase a scholar's dictum and speak of " history as past 
economics ; and economics as present history." A larger produc- 
tion, a frictionless exchange, an equitable distribution and a well- 
ordered consumption — these are the aspiration and the goal of hu- 
man effort in the satisfaction of material wants and in providing 
opportunity for the fullest life. If for the ruthless, wasteful course 
of social evolution is to be substituted conscious policy and delib- 
erate leadership, it is of transcendent importance that that policy 
be intelligent and that leadership far-sighted. J. H. Hollandeb. 



